Abstract. The main aim of this research is to investigate the influence the institutional environment has on the difference in performance between Italian family firms run by a family member and firms run by a professional manager. By using total factor productivity (TFP) as a measure of performance, we find that family-run firms are less productive than firms run by outside managers when institutional quality is high, but that the results are less obvious when institutional quality is low. The difference in performance is not significant, but by using the level of corruption as a measure of institutional quality, older family firms are found to be more productive than firms run by outside managers.
Introduction
Although a vast quantity of literature has investigated the impact of family influence on firms' performance (for a survey see Carney et al, 2015; Chrisman et al, 2010; Schulze and Gedajlovich, 2010 amongst others) , the empirical evidence is mixed (Rutherford et al, 2008) and the relationship between family involvement and performance remains controversial. Some studies show that family firms out-perform non-family firms (Anderson and Reeb, 2003; Andres, 2008; Lee, 2006; McConaughy et al, 2001; Sraer and Thesmar, 2007) , whereas others find the opposite (Block et al, 2011; Cucculelli and Micucci, 2008; Villalonga and Amit, 2006) . A number of studies also demonstrate that the relationship between family involvement and firm performance is complex, nonlinear and multifaceted (Barth et al, 2005; Cucculelli et al, 2014; Miller et al, 2007) , so suggesting the influence of moderating factors.
This literature does not, however, take into account the influence of context on family firm behaviour, although many authors have considered the influence of the institutional environment on firms' productivity (among others, Acemoglu and Robinson, 2008; Chanda and Dalgaard, 2008; Lasagni et al, 2015; McGuinness, 2007) .
Generally, these studies provide evidence of significant correlations between institutional quality and economic performance, showing how good institutions can create a favourable business environment which facilitates investments, promotes accumulation of physical and human capital (Rodrik et al, 2004) and encourages firms to invest in knowledge creation and transfer (Loayza et al, 2005) .
Besides the potential impact of institutional environment on firm performance, scholars are now beginning to recognise that family firms are also affected by context Gedajlovic et al, 2012; Liu et al, 2012; Lumpkin et al, 2011; Wright et al, 2014) and it is surprising to see how the little research that has looked into the issue focuses particularly on family firms in transition economies (Aguilera and CrespiCladera, 2012; Amit et al, 2015; Banalieva et al, 2015; Miller et al, 2009; Peng and Jiang, 2010) . This research considers the case of a developed economy, Italy, with the aim of investigating the influence of the institutional environment on the difference in performance between firms run by families and firms run by outside managers.
Italy is an interesting research subject for our aim since it combines heterogeneity in institutional development across its provinces and homogeneity in cultural norms, with a great emphasis on family values. Indeed, Italy has been a politically and legally unified country since 1861 and, therefore, the territories have common policies, institutions, laws, judiciary and education systems and, overall, the country is ethnically and religiously homogeneous. In spite of this apparent institutional homogeneity, differences exist in local government efficiency between the North and the South of the country. This peculiarity has inspired many scholars to look at the links between institutional quality and economic results, from the work of Putnam (1993) to many more recent contributions (among others, Charron et al, 2014; Di Liberto and Sideri, 2015; Lasagni et al, 2015) .
Defining institutions is notoriously difficult and the current literature on the topic does not agree on a common definition. However, detailed analysis of these issues goes beyond the scope of this research. Here, we just stress that the indicator used to measure institutional quality should consider several dimensions in order to capture the differences in formal and informal institutions across regions. Moreover, the use of a synthetic index offers the advantage that it is less likely to be influenced by specific local factors which are not necessarily related to the quality of the institutional environment. Following this approach, we consider the "Institutional Quality Index 3 (IQI)" indicator recently proposed by Nifo and Vecchione (2014) as a proxy for institutional environment. This is a composite indicator of the quality of institutions at the province level in Italy and is comprised of information on major dimensions of institutional quality (social participation, governance, regulation, law enforcement and corruption).
In order to investigate the influence of institutional quality on firm performance, we consider the management and not ownership because, as many have suggested (Barth et al, 2005; Bloom et al, 2007; Bloom et al, 2008; Hart, 2001; Sciascia and Mazzola, 2008) , management may affect a firm's economic performance more than the mode of ownership per se.
The empirical evidence is based on data from the Xth UniCredit-Capitalia survey (2008) of Italian manufacturing firms, compiled on the basis of the information collected in a questionnaire and complemented with balance sheet data. We use Total factor productivity (TFP), estimated at firm level by using the Levinshon and Petrin (2003) approach, as a measure of performance in order to take account of simultaneity problems. We use TFP because it can be considered a realistic measure of firm performance for several reasons. First, unlike financial measurements (ROE, ROI, Tobin's Q), productivity is less exposed to manipulation by accountants (Palia and Lichtenberg, 1999) . Second, TFP intrinsically determines the equilibrium value of financial variables, such as profit and stock price (Griffell-Tatje and Lovell, 1999) . In addition, performance measures based on market prices can only be used if the stock market is efficient (Brealey and Myers, 2000) , which is not the case for Italy. Moreover, the use of market price based measures enables researchers only to consider listed firms, which are just a small percentage of firms, while our sample combines both listed and no listed firms. Finally, many contributions have shown how the decline in Italian productivity of the last 20 years can be attributed to low TFP growth (amongst others, Accetturo et al, 2013; Aiello et al, 2009; Bassanetti et al, 2004, Daveri and JoniaLasinio, 2005; OECD, 2007; Van Ark et al, 2007) . Therefore, studies which aim to analyse the factors that influence TFP are central to understanding what should be done to strengthen the Italian productive system.
The main contribution of this study is its empirical assessment of the role institutions have in influencing the relationship between family management and firm performance, an area where the majority of empirical research is largely silent .
To the best of our knowledge, no published paper has explored this issue in terms of the Italian market and the empirical evidence on this subject in international literature is extremely limited. Moreover, with the exception of Amit et al (2015) , previous studies have not considered the different dimensions of institutional quality but, instead, have focused on specific aspects of institutional quality, such as quality of the rule of law (Carney and Gedajlovic, 2002; Gilson, 2007; La Porta et al, 1999) , formal legal regimes and shareholder protection rules (amongst others Stevens et al, 2015; van Essen et al, 2015 ).
The findings demonstrate that firms run by a professional manager exhibit a superior performance to family managed firms when the institutional quality is high, while the gap in performance disappears when the institutional quality is low. However, by considering the single aspects of institutional quality, we find that, older family firms are more productive than firms run by outside managers in contexts with a marked presence of corruption.
The work is organised as follows. In the following section, we present a review of the theoretical issues and empirical evidence. We then describe the sample and the empirical model. In the subsequent section, we present the results. The final section concludes.
Literature review
In today's global economic system, family firms are generally acknowledged as the prevailing actors in both industrialised and developing countries (La Porta et al, 1999; Faccio and Lang, 2002) . Consequently, the performance of family firms has received great attention in the literature on business strategy and financial economics.
A number of studies have investigated the impact family influence has on a firm's performance, but, from both theoretical and empirical perspectives, there is ambiguity surrounding this relationship. In attempts to understand this rapport, scholars have drawn on a range of theories such as agency theory (Schulze et al, 2001; Schulze et al, 2003) , stewardship theory (Miller et al, 2008 ) and the resource-based view of the firm (Habbershon and Williams, 1999; Sirmon and Hitt, 2003) and each has revealed evidence of both benefits and costs of family involvement.
Indeed, empirical results to date have been mixed and conflicting, and a review of past research into the family business-firm performance link reveals heterogeneous findings, 5 with authors reporting positive, negative and neutral relationships Garcia-Castro et al 2014; Mazzi, 2011; O'Boyle et al, 2012; Rutherford et al, 2008; Wagner et al, 2015) The lack of homogeneity in the results of these studies suggests that the relationships between family businesses and corporate performance are complex and very probably mediated by factors that have not been included in these analyses and that many of the causal antecedents, underlying mechanisms, and key implications of family governance and ownership still remain ambiguous (Gedajlovich et al, 2012) . Previous research has predominantly used agency theory and the resource-based view (RBV) as the main explanations of family business-performance relationships, focusing on internal dynamics and resources without considering that the utility of any resource will vary as a consequence of the environmental opportunity to which it is applied (Barney, 1991) .
Indeed, a growing body of literature suggests that the performance of family businesses is affected by the external environment in terms of such factors as economic development, national cultures and the quality of the institutional environment, particularly regarding the legal environment and the quality of the rule of law (Carney and Gedajlovic, 2002; Gedajlovic et al, 2012; Gilson, 2007; La Porta et al, 1999) .
As a consequence, research on family businesses would be enriched by a better understanding of the external conditions that may affect the performance and development of family firms. The relationship between national institutions, strategy, and performance is a rapidly growing area of research that fits into the genre of literature known as institution-based view (Carney et al, 2011; Liu et al, 2012; Peng and Jiang, 2010; Van Essen et al, 2012) . A basic forecast of this literature is that family firms will be prevalent in less developed economic regions (Chang et al, 2008 ) because they enjoy competitive advantages when there are underdeveloped legal frameworks and inefficient public administration (Gedajlovic et al, 2012) .
Contending theories suggest that the quality of the institutional environment can either positively or negatively moderate the performance of family firms Gedajlovic et al, 2012; Liu et al, 2012) .
For example, family firms enjoy advantages in regimes with weak commercial law due to their capacity for leveraging their reputations for being trustworthy, since relational contracting may function as an alternative contract enforcement mechanism (Gilson, 2007) . More generally, family firms, with competitive advantages in the areas of social 6 capital (Sirmon and Hitt, 2003) and relational contracting (Gómez-Mejía et al, 2001 ), can outperform non-family firms because these assets help firms fill institutional voids (Miller et al, 2009 ).
However, the literature on the costs and benefits of family firms' advantages in institutionally less developed environments is divided. Some authors hold that relational contracting is beneficial, indicating a capacity for filling institutional voids (Miller et al, 2009 ), while others believe that relational contracting is associated with cronyism (James, 2008) and rent-seeking (Morck and Yeung, 2004) , so acting as a hindrance to the development of the territory where these firms operate.
As regards the latter, research suggests that a family firm may have a special relationship with political power. Family-owned companies are ideal partners of political power because they are companies in which control is stable. It is preferable in the eyes of politicians to grant aid to companies which have long term horizons and whose owners tend to remain in charge for a long time rather than make agreements with companies which have a high turnover of control. Stable companies can then return the favour. These connections with politicians may result in aid and subsidies, privileged access to credit, contracts to supply the public administration and favourable rules and regulations (Morck et al, 2000; Faccio, 2006) . Moreover, this relationship with political power makes family firms tend to lack innovative propensity since they are more likely to maximise their profits by investing in political rent-seeking behaviour than in innovation (Ellington et al, 1996, Morck and Yeung, 2004) .
In terms of the arguments outlined, family firms are ill-equipped because family members are overly concerned with wealth preservation and, thus, limit their investments (Carney, 2005) . However, when the degree of technological dynamism in the economy is high, the prominence of relationships in business life weakens, the social connections built by the family in the past are more likely to become obsolete and their transfer across generations is less productive. This paper strives to contribute insight to this issue by testing whether the effect of family-management versus outside management on a firm's productivity varies across different institutional contexts and in what direction. In particular, we expect that family management is good for firm performance in contexts where institutions are weak, but bad for firm performance in contexts with strong institutions. The survey, which covers a sample of firms with 11 to 500 employees and all firms with over 500 employees, is the most complete source of information on the Italian manufacturing system, in particular regarding medium and large firms. Although the original data-set comprises 5,100 firms, we use a sample of 2,428 firms which is obtained after carrying out a data cleaning procedure. The dependent variable, the TFP, estimated by using Levinshon and Petrin's (2003) approach, was calculated in Aiello et al (2012) , to which reference is made for details. Table 1 presents some descriptive statistics of the sample of firms used in the empirical analysis and reports the distribution of firms on the basis of the institutional environment in which firms are located (low and high institutional quality) and management regime (owner management and professional management).
As regards institutional quality, we consider provinces 3 to have high (low) institutional quality when they show a value of IQI above (below) the median index value. 4 With respect to the distribution of firms by management type, information is drawn from responses to a question included in the Xth Capitalia-UniCredit questionnaire (2008).
We distinguish two types of firms: (i) family firms run by a family member (owner management); (ii) firms run by a professional manager, which includes both family firms run by a manager from outside the family and non-family firms, presumably also run by a professional manager (professional management).
Firm distribution by quality of institutions reveals a predominance of enterprises located in environments of high institutional quality: 80% of the sample (1,965 out of 2,428), while only 20% of firms were based in provinces of low institutional quality (463 out of 2,428).
Family management is the dominant form of management: firms run by a family member make up 57% of the sample in both low and of high quality institutional environments.
As far as sector, size and age are concerned, we do not find relevant differences in the distribution of firms according to low and high institutional quality: firms operate 9 predominantly in traditional sectors (49% of the total), are mainly small and medium firms (58% and 35%, respectively), and adult firms (57% of the total).
Conversely, the territorial distribution shows a clear institutional quality divide between the North and the South of the country. Indeed, when considering the whole sample, firm distribution by area reveals a concentration of enterprises in the North of Italy (75% of the total, while 9% were based in the South and 16% in the Centre), but the percentage is reduced to just 32% in low quality institutional environments (50% in the South and 18% in the Centre), while it increases to 85% when considering high quality institutional environments (none in the South and 15% in the Centre). Regarding the variables used in the empirical analysis, what clearly emerges from table 1 is that the TFP in institutional environments of low quality and in firms run by a family member is lower both overall and for all the sub-samples of firms considered: by sector, size, territorial area and age. Source: elaborations on data UniCredit-Capitalia (2008) 
Empirical model and estimation methodology
In order to examine whether the institutional environment affects firm performance and, especially, whether the quality of institutions influence the difference in performance between family-managed firms and non-family managed firms, we estimate a TFP equation of the form:
where  is firm TFP (in logarithm) estimated by using Levinsohn and Petrin's approach,
FM D
is a binary variable which takes a value one if the firm is run by a member of the owner family and zero otherwise, X a vector of firm-level variables that were highlighted by previous literature as being important drivers of TFP, and D is a set of sector dummies, which group firms according to the Pavitt taxonomy, and territorial area dummies. Parameter 1  measures whether firms managed by a member of the owner family are more or less productive than non-family-managed firms. Firm characteristics include: firm size (measured by the log of employment); the firm age log; a dummy variable equal to one if the firm is listed on the stock market; a proxy for human capital (the share of white collar workers out of total number of employees);
capital intensity at firm level (proxied by the assets-per-employee ratio) and the ownership concentration (measured as the share of capital of the major shareholder).
An interaction variable between family management and age is considered in set X of firm-level characteristics in order to test whether older family managed firms show different efficiency levels compared with non-family managed firms (Cucculelli et al, 2014) . IQI represents the Institutional Quality Indicator at provincial level as calculated by Nifo and Vecchione (2014) . Robust standard errors in parentheses. Level of significance: *** 1%; ** 5%; * 10%.
In model (1), we test whether family managed firms perform differently from nonfamily managed firms. We found that family managed firms are, on average, 4.2% less productive than non-family firms. This result is in line with Cucculelli and Marchionne (2012) for Italy and Barth et al (2005) for Norway. On the other hand, even though not strictly comparable with our results, other papers focusing on EU firms find that family-2  controlled companies perform better than non-family firms (Barontino and Caprio, 2006; Maury, 2006; Pindado et al, 2008) 7 , and the same is found for Spain (Arosa et al, 2010) and France (Sraer and Thesmar, 2007) individually. 8 When it comes to the learning process, the estimated result in Table 2 (model 1) shows that age plays a crucial role in explaining the relative efficiency of family firms. The coefficient of the interaction effect between age and FM D is positive and significant, so showing, as in Cucculelli et al (2014) , that the negative effect of family management on TFP vanishes with age because family-managed firms become more efficient as they mature. Over time firms specialise and discover ways to standardise, coordinate and speed up their production processes, as well as methods to reduce costs and improve quality.
However, if for family firms the decision to run the firm or to hire an outside manager is correlated with unobservables that affect TFP, our result about the difference in performance between family and outside managers could potentially suffer from the problem of endogeneity and standard regression techniques could lead to biased and inconsistent estimators. In order to take this into account for the sample of family owned firms, we apply the treatment effect model that allows us to consider the effect of an endogenously choice binary treatment on another endogenous continuous variable, conditioned on two sets of independent variables (Greene, 2000) . 9 In model 2, we present the treatment effect model along with the lambda parameter, which verifies the presence of endogeneity in the original model. Since the lambda coefficient is not 7 The performance measures are Tobin's Q and ROA in Barontino and Caprio (2006) and Mauray (2006) and market value in Pindado et al (2008) . Barontino and Caprio find that performance is significantly higher in founder-controlled corporations and corporations controlled by descendants who sit on the board as non-executive directors. When a descendant takes on the position of CEO, family-controlled companies are not statistically distinguishable from non-family firms. 8 As for France and Spain, Sraer and Thesmar (2007) and Arosa et al (2010) focus on profitability and the role of family ownership by considering different generations of family-management and the effect on firm. Sraer and Thesmar (2007) find that French family managed firms, first or subsequent generations, outperform non-family firms. For Spanish firms the relationship between ownership concentration and performance is significant only in first generation family firms and is positive at a low level of ownership concentration and negative at a high level (Arosa et al 2010) . 9 In the treatment effect model, the sample is divided into the treated (in our case, owner managed family firms) and the untreated (family firms run by outside managers) and the treatment (family management) is an endogenous process. The first step of the procedure is a probit model to estimate the probability of a firm's being managed by a family (the treatment equation). In the probit model, the regressors are the same controls used for the OLS as well as a dummy variable that is equal to one if, in the survey, the first stockholder claims to participate in an agreement to vote. We consider this variable as a proxy of family preference for control and, thus, a determinant of the family decision to keep hold of the management of the firm. We used the treatreg subroutine of the Stata package (see Cong and Drukker 2000, for details). Miller et al (2007) and Amit et al (2015) used the same procedure to cope with endogeneity problems.
significant, we cannot reject the OLS model. 10 Therefore, the evidence presented in model 1 is not driven by endogeneity of family management status. 11 This finding is consistent with empirical evidence that Italian family firms stick with their own management, even in economically hard times (Brunello et al, 2003; Volpin, 2002; Lippi and Schivardi, 2010) .
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It is worth noting that the productivity differential between family management and outside management is not statistically significant when only family-owned firms are 11 The treatment effect model has also been applied to model 3, 4 and 5 of table 2 and the lambda coefficients are always not significant (results are available upon request). 12 Brunello et al (2003) show that the probability of a change of CEO after poor performance is reduced when the CEO owns some shares in the company or is a member of the owner family. Volpin (2002) provides evidence that the probability of a change in top management and the sensibility of this change to company results are significantly lower if the manager belongs to the family that controls the company. Lippi and Schivardi (2010) find that owners of family firms select managers almost only on the basis of private benefits: they retain the managers with whom they have developed a good relationship, regardless of ability and fire the others. 13 Tabellini (2010) focuses on culture effect, measured by indicators of individual values and beliefs, such as trust and respect for others and confidence in individual self-determination, on regional development in 68 regions of eight European countries. Ketterer and Rodríguez-Pose (2016) and Rodríguez-Pose and Di Cataldo (2014) use both the Charron et al (2014) indicators. The former in order to investigate how differences in institutional and geographical conditions have affected economic growth of European NUTS-2 regions of the EU-15. Considering the same regions, Rodríguez-Pose and Di Cataldo (2014) analyse how the quality of government shapes patenting. Lasagni, Nifo and Vecchione (2015) evaluate the impact of the Institutional Quality Index on TFP of Italian provinces.
methodologies. 15 In model (3), the estimated parameters are invariant. However, when introducing the IQI indicator, the significance of the dummy variable for South disappears, so reflecting the fact that the majority of provinces located in the South of
Italy show lower values of IQI.
We have shown that family-run firms are less productive than firms run by outside managers and that institutional efficiency affects TFP positively. The next step is to study whether the productivity gap between family and outside managers varies across different institutional contexts. To achieve this end, we estimate the regression in the same way as in model (1), but on the subsamples of provinces with low and high institutional efficiency (last two columns). Table 2 reveals that family management is only significantly associated with TFP in provinces with high institutional quality and that the relationship is negative: in more efficient institutional contexts, family managed firms perform worse than non-family managed firms. On the other hand in lowefficiency provinces, having a family manager has a neutral effect on a firm's performance. The inferior performance of Italian family managed firms as opposed to non-family managed firms (model 1 of table 2) appears to be driven by the provinces with high institutional efficiency. Family firms perform worse than non-family firms, but it seems that, in a context of low institutional efficiency, family governance helps firms to overcome some ill-functioning institutional environments and, thus, to offset the performance gap with non-family managed firms. This result is consistent with the proposition of Liu et al (2012) , which says that family firms will more significantly outperform non-family firms in an underdeveloped institutional environment than in a developed institutional environment.
The decomposition of the IQI indicator into its four basic components in table 3 shows a more heterogeneous representation of the interaction between family management and institutional quality. In table 3, in order to discriminate the context in which firms operate considering the single aspects of the institutional quality, the sample is split into 14 Manzocchi et al (2014) focus on Italian provinces by using an indicator of social capital (newspaper per inhabitant) and of criminal incidence (the principal component that includes the number of beds in penal institutions, the number of convicts per 100 beds and the number of reported crimes) while Aiello et al (2014) consider Italian regions and an indicator of public administration efficiency built by Golden and Picci (2005) . 15 Manzocchi et al (2014) implement a two-stage procedure in order to disentangle internal from external productivity drivers while Aiello et al (2014) use a multilevel approach.
two for each component of the IQI, by considering the median value of the single indicator as separator of provinces in Low/High level. Higher values of sub-indices correspond to better institutions. However, the relative sub-index is computed so that it takes on higher values for lower levels of institutional quality when the focus is on the degree of corruption of individuals performing public functions (columns 1 and 2). As a consequence, the first column refers to the sample of companies located in provinces where corruption is high and the second column to the sample of provinces where it is low.
The decomposition of the IQI indicator confirms that family managed firms in a more efficient institutional context perform worse than non-family managed firms, when there is good administrative capacity (Government) and high ability to promote and protect the business activity (Regulatory Quality) of local government and in the presence of more efficient legal system and a lower propensity to the occurrence of crime or tax evasion (Rule of Law). However, the difference between family-managed and non-family managed firms disappears (the coefficient of the interaction family management-age is significant and positive) in provinces with high regulatory quality and an efficient legal system, when the experience of family-managed firms is taken in account.
Table 3 also shows that there is no difference in performance between firms with outside managers and those with family managers in an environment with a low level of corruption (Corruption) and strong social capital (Voice and Accountability). The opposite occurs in the provinces which have a marked presence of corruption and low social capital. The result regarding the proxy for social capital seems difficult to reconcile with the view that family-derived social capital (Arregle et al, 2007) , privileged access to exclusive networks (Lester and Cannella, 2006) and superior reputation (Dyer, 2006) are some of the difficult-to-imitate capabilities of "familiness" that allow family firms to develop competitive advantages (Gedajlovic et al 2012) . On this basis, we would have expected these family firm advantages to compensate for the lack of social capital and, consequently, the gap in performance between firms with family managers and those with outside managers to be null or positive in provinces with low institutional efficiency.
However, some authors stress that as families may tend to maximise the advantages of the nuclear family and assume that others do the same, the effect could be less trust and 18 respect for others and less confidence in the individual. 16 For example, non-family employees may be treated as "second-class citizens" and exploited by the family and this may result in low employee morale and low productivity (Dyer, 2006) . This view seems more compatible with our results.
Family managed firms perform worse than non-family managed firms in environments with a high level of corruption, (column 1). However, although this would certainly seem to be true for younger family managed firms, family managed firms that have been active in the territory for some time seem to cope better with high levels of corruption (the coefficient of the interaction family management-age is highly significant and positive).
We confirm that family firms may benefit from political connections in territories with high levels of corruption (Fisman, 2001; Faccio, 2006) , but only if they have operated in the area for a long time. 
Robustness checks
In order to check the robustness of our results, we complement the analysis by considering a different measure of firm performance and other indicators of institutional quality.
The first robustness check entails estimating equation [1] by considering labour productivity as a dependent variable and using the IQI to collapse the provinces into the two groups, low and high. As indicated in Table 4 (columns 1 and 2), the results regarding the gap between family and outside managers in the two institutional environments are qualitatively the same than when TFP is used (table 3 columns 4 and 5).
Next, we examine whether our previous results on the interaction of family management and institutional quality are robust to the use of two different measures of institutional quality based on subjective survey aggregated at the regional level (NUTS-2).
The first of these measures is the European "quality of government" indicator (EQI), developed by Charron et al (2014) . This study involves a large survey of 34,000 Europeans which focuses on the quality, impartiality and level of corruption in public education, public health care and law enforcement, services often provided by local authorities in Europe. The main idea is that regional governments are more effective if they are capable of ensuring equality of access to the services they offer. The quality of regional government (QoG) has been integrated into the World Bank Governance Indicator (WGI). In particular, the regional QoG score for each country is aggregated by weighting each region's score by their share of the national population. This mean score is subtracted from each region's individual QoG score and the value obtained shows whether the region is above or below its national average and by how much. This figure is then added to the national level of the WGI, so each region has an adjusted score which is centered on the WGI. The QoG is standardised for the EU-27 sample so that the mean is zero with a standard deviation of one, obtaining the European Quality Index (EQI). 17 In this study we consider the EQI indicator for the 20 regions of Italy.
In order to divide the Italian regions into the two groups, low and high, we refer to the value of Italy and group the regions with a lower (higher) EQI value than the national value into low (high) institutional environment.
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The second indicator refers to the measure of trust obtained by Tabellini (2010) Table 4 reports the results when the sample is split into two on the basis of the EQI ranking (columns 3 and 4) and the trust indicator (col 5 and 6). 21 As in previous results (table 2), these checks confirm that family managed firms perform worse than non-family managed firms in a more efficient institutional context while there is no difference in low-efficiency provinces.
However, the performance gap between family and outside managers in high quality institutional environments tends to disappear in the case of older family firms.
19 The other possible answers are "Can't be too careful" and "Don't know". 20 See Tabellini (2010) for more details. 21 In the case of the trust indicator, the median is used to distinguish between low and high.
22 Robust standard errors in parentheses. Level of significance: *** 1%; ** 5%; * 10%.
Conclusions
Studies of family firms have increased over the past decades but much existing research focuses upon factors which are internal to family firms. The relationship between national institutions and performance is a growing area of research, much of which lines up under the banner of the institution-based view of business strategy. A basic forecast of this literature is that family firms will be prevalent in a context where there are underdeveloped legal frameworks and inefficient public administration. More generally, family firms, with their competitive advantages relating to social capital and relational contracting, can outperform 23 non-family firms because this relational capital helps firms fill institutional voids (Miller et al, 2009 ).
However, the literature on the costs and benefits of family firms' advantages which arise from relational contracting in institutionally less developed environments is divided. Some authors hold the opinion that relational contracting is beneficial and indicate a capacity for filling institutional voids (Miller et al, 2009 ), while others believe that relational contracting is associated with cronyism (James, 2008) and rent-seeking (Morck and Yeung, 2004 ).
The present paper contributes to this strand of literature by investigating the influence that differences in local institutional quality have in shaping the gap between family and nonfamily firms' TFP in a developed economy such as Italy.
Our main results can be summarised as follows.
First, we provide further evidence that the quality of local institutions plays an important role in explaining firm productivity in Italy. In fact, our results show that the existence of better quality local institutions might help firms to become more productive.
Second, we find that family-run firms are less productive that firms run by outside managers in high quality institutional environments, after controlling for sector, area, age, listing on the Stock Exchange, human capital, capital intensity and ownership concentration. Indeed, a high quality institutional environment enhances the degree of technological dynamism in the economy. In this contest, the competitive advantage of family businesses due to the importance of human relationships in business life weakens, social connections built by relatives in the past are more likely to become obsolete and their transfer across generations is less productive.
Third, when the institutional environment is weak, the difference in performance between firms run by a family member and firms run a by a professional manager vanishes.
Consequently, the better performance of non-family firms is negated, so confirming the proposition of Liu et al (2012) that family firms will more significantly outperform nonfamily firms in an underdeveloped institutional environment than in a developed institutional environment. However, when considering the sub index of corruption, we find that when the socio-cultural structure is corrupt, only younger family managed firms underperform nonfamily firms. On the other hand, family managed firms which have been active in the territory for a long time seem to benefit from high corruption. In fact, older family firms may have a special relationship with political power given that it is preferable for politicians to grant aid to companies who have long term horizons and whose ownership is stable, rather 24 than assist companies with a high turnover of control. Stable companies can then return the favour. These connections with politicians may result in aid and subsidies, contracts to supply the public administration and favourable rules and regulations (Morck et al, 2000; Faccio, 2006) , all of which contribute to superior firm performance but, at the same time, slow the process of development down in the territories where these firms operate.
